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SUMMARY

In the.. reply c~nts, CCIA continue. to .upport the price

cap regulatory option for LEC. which CCIA outlined in its

initial c~nts. Under that plan, participatinq LECs would

receive .are favorable price cap regulatory treataent in

return for providinq inside wire facilities to public .chools

and libraries in their service territorie.. As clarified

herein, the plan would require LECs to propose and support

both the u.ount and fona of the benefit to be received.

However, the C~ission should not, and could not lawfully

..ndate an LEC to adopt CCIA'. plan.

CCIA also .upports refona of the basic price cap

regulatory .yete.. Even if the co..ission choose. to retain

"sharinq" as part of the system, despite the flaw it creates,

there is good reason to derequlate LEC depreciation rates.

TIlat iRitiative would prOllOte aore LEC network investaent,

inclwliRCj invest..nt in the advanced technoloqies nece.sary to

build out the .ational Inforaation Infrastructure.
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for Local Exchange Carrier.
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•••1l1.~OD, D.C. 20554

)
)
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)
)

----------------)

UPLY~S OF THE
COMPUTER , COI8lVlflCA'I'IOJlS INDUSTRY ASSOCIATION

OM PROPOSED RULEMAKING

I. IJf'1'R.QPUCTION

In it. initial c~nts of May 9, 1994 on the

ca-ission's Notice of proposed Ruleaaking in the above

captioned docket, the COIIputer , Co_unications Industry

Association ("CCIA") showed that the existing sche.. of price

cap regulation for LECs, because it includes "sharing" and

depreciation regulation, fail. to provide the strongest

pos.ible poeitive financial incentive. for local exchange

carrier ("LaC") inve.t..nt in advanced telecoaaunications

infra.tructure. CCIA alllO deJlOnstrated that there is a

partiCUlarly strong national interest in the developaent of

such an infrastructure for priaary and secondary public

scboels, as well as for public libraries. l The Council of

Chief state School officers, and the National As.ociation of

sec:oncIary SChool Principals also ellphasiaed that strORCJ

national interest in their initial co...nts. As far .s ceIA

can deteraine, the initial c~nts of other parties did not

1 ceIA C~nts at 6-13.



address the need for providinq stronqer LEC incentives

tarqeted to the develop..nt of the telecommunications

infrastructure for the education sector of the economy.

In its initial co...nts, CCIA outlined an optional

program under price cap regulation to proaote the rapid wiring

up of schools and libraries for telecoaaunication.. CCIA

specifically proposed that the co_ission offer LEes aor.

favorable treataent under price cap regulation in return for

providinq advanced inside wire facilities to the Nation's two

million public school clas.roo.. , as well as to its pUblic

libraries. 2 Such facilities are essential to interactive

coaaunications and the effective use of multiJaedia software to

achieve iaprov...nts in education; yet only about 12 percent

of the Nation's classrooms currently are equipPed with a

telephone line. 3

Uncler CCIA'. pol icy option, an LEC would .ubait a plan to

tIM FCC, SUbject to it. approval, with a fixed ti.. period and

annual goal. for wirinq up public schools and libraries in it.

_rvice territori... In return for achievin<J an annual goal,

the L&C would receive JIOre favorable price cap raqulatory

tr_tlleftt in it.. current price cap review Period. CCIA

continues to urqa adoption of it. proposed policy option.

In tha_ reply c~nt., CCIA will further explicate aad

clarify it. prapollal in order to resolve three issuea tbat

have arisen with re.pect to its plan. Those iaaues are:

2

3

1sL. at 13-16.

1L. at 14.
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(a) whether the plan should or could be ..ndated for all LEe.;

(b) how the aaount of the benefit to an LEC under the plan

Mould be detenained; and (c) how the particular form of price

cap requlation relief for an LEC should be determined. As

CCIA explaina in the discu••ion below, its plan should not and

cannot be .-ndated for all LECs. Furthenacre, an LEC should

be required to propose and reasonably support the aaount of

the benefit it would receive in relation to its contribution

to education sector infrastructure development in a formal

written su_ission to the FCC. A participating LEC should

also be penaitted to state its own preferred form of relief,

and the c~ission should grant both the aaount and fora of

relief proposed by an LEC which has properly supported it.

request.

CCIA also replies to certain initial co...nts on reforms

to basic price cap requlation for LECs. Like CCIA, other

parti_ have obaerved that "sharinq" tend. to undenaine the

etticiency 9081 ot price cap regulation. However, should the

C_i_ion decide to retain "sharinq" at this ti.. in order to

..intain LEe rate of return regulation, it should at least

cler84JUlate L.c depreciation rates. '!'hat initiative alone, a.

CCIA explains berein, would sti.ulate .are LEe investaent in

regulated local network plant and thus pra.ote coapletion of

the ••tional Inforaation Infrastructure (".11"). That is a

pri_ry 90&1 on which the newly constituted c~ission should

fooua its policy initiative••

3



II. DISCUSSION

This proceeding pr...nts the newly constitut.d Co_is.ion

with a croa.roads in price cap requlation policy. The

coaai.sion ..y, in effect, adopt the existing policy by Jlaking

little or no changes to it. That policy does not contain the

strongest possible incentiv.s to LECs to invest in the NIl.

Or the ca.ai.sion may promulgate major reforms to price cap

regulation that cr.ate, in .ffect, a n.w policy that more

.ffectively stiaulate. LEC investaent in the lUI. CCIA favors

the latter course of action.

CCIA' ......r. include both ..jor teleca.munications and

coaput.r coapani... CCIA' s policy option is designed to serve

the inter.sts of its JIeIlbers as well as the national inter.st

in i~roved education. CCIA's computer company ..ahars are

willing and able to provide the applications of computer

teclmGlogy in schools and libraries that are needed to achi.ve

advancement in education. At a ainiaull, however, th...

applications require appropriate in.id. wire facilities to

connect ca.put.rs to t.lec~nication networks. CCIA'.

policy option would cr.at. strORq inc.ntiv.. for LBC. to

iutall such faciliti.. and would thus s.rve the natiaRal

int.r..t in educational iaprov...nt.

CCIA's ..-bars also have an int.r.at in the rapid

Mploytleftt of aclvaaced telec~ication technologi.. in La:

network plant. Such i~rov...nt. would facilitate the wider

... of ca.put.r technology in schools, librari•• , aAd

.l.....r.. They would build out the )III, whoa. eCOl\Ollic
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benefit. to the Nation a. a whole have been well dOClDManted. 4

For the.e rea.on., CCIA supports basic price cap regulatory

reforas that would strengthen LEC incentives to invest in

network plant illproveaent.. Deregulation of LEC depreciation

rate. i. one .uch refora that CCIA would support.

A. eclA'. Policy Option for Price CAP Regulated Llca

1. ceIA'. Proposal can and Should Be Adopted Only as
an Option for LICI under Price Cap Regulation

In its initial co...nts, CCIA cl.arly stated that its

plan should be adopted only as an cmtion for LECs. 5 As a

.atter of sound public policy, the Co_ission should not

..ndate that all LECs follow CCIA' s plan because the plan

cannot work without the willing and active cooperation of an

LEC. CCIA's plan conte.aplates that an LEC will .agerly

DeCJotiate an aqr....nt with schools and libraries for the

in.tallation of inside wire facilities. An unwilling LEC that

is participatiNf in the plan only because of an FCC ..ndate is

llRlikely ever to reach such an agr....nt. Thus, the PCC

should provide a rea.onable incentive for an LEe to

participate in the plan, but it should not ..ndate

participation.

4 .., ....... , konGIIic .....fit. of the Adainist.ration's
z.c,islati.,. PraptMals for 'l'eleco--.micationa, council of
BoGnoaic Advi.or. (June 14, 1994).

5 l4.. at 16. ceIA bas also fa.ioned it. propoaal SIIllX for
LBOs. If 8tber possible provider. of iaside wire facillti..
for sdleol. aRel lihrari.. show a COllfMalliftCJ interest that has
yet to surfaoe, revisions to the plan ..y be needed.
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Moreover, beyond the.e practical policy concerna, it

would be unlawful for the co_ission to order all LECs to

adopt CCIA's proposal. Under that plan, LECs would supply

inside wire facilities to public .chools and libraries. The

cc.ai••ion derequlated the LEe's provision of those facilities

80118 ti.. aCJo. 6 Mandating that all LECs enter into contracts

with public .chools and libraries to provide those service.

could cOlHltitut. unreasonable and therefore unlawful

rei-.oaition of federal requlation of inside wire facilitie••

The probl_ is not that pric.s for inside wirillCJ are non

coapetitiv. and need to be regulated. Rather the probl..,

which CCIA'. plan addr••••• , is the apparent lack of financial

re.ources for public .chool. and libraries to pay for the coat

of inside wire faciliti••. The existence of that problem

provides no r.asonable ba.is for reimposing regulation, in any

fora, 011 the LEe.' provision of inside wire facilitie••

However, tAe c~i.sion can, under CCIA's proposal, offer

to enter into "social contracts" with LECs under which the

e-i••ion voulcl provide price cap requlatory relief in ret\lrn

for an LaC's volunt.ary fulfill..nt of a cc.ait..nt to wire up

public acllool. and liDrari_ in it. service t.rritori_ on an

approved. schedule. Such alJ%'e_nts would further FCC public

policy 9cal.. aut no LEe would be directed to enter into such

, ... Detariff1,.. tbe ..1ncanance aad l_tallat1011 of l_icle
Wire, "r...I'CM,1. Qr4er, 51 Fed......49. (19"), furt;,ber
regpMi4vatS., 3 FCC 8cd. 1719 (1988) r eMMed Mational
AaUl. of ....l.CGl:y utilit.y C~'rs. v. F.C.C., ••0 P. 2d 422
(D.C. Cir. 19'9), aD reIN, 7 FCC Rcc!. 1334 (1992).
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2. A Participating Lie WOuld Propo•• and Support the
APPUDt of I~s len.fit UD4ar CCIA'. Plan

In its initial co...nts ceIA made clear the obliqations

ot an LEe that chose to participate in the eeIA plan. The LEe

would be required to .nter into aqr....nt. with appropriate

local otticials in it. service territories to wire up mutually

agreed upon classroo.. and other space. in the pUblic schools

and the public libraries tor telecoaaunications service.. The

Lie would also ••tablish a schedule tor completinq the task.

That schedule would be subaitted to the FCC for its approval.

An LEe would have to meet the annual tarqets in its approved

schedule to .arn its annual relief from whatever fora of price

cap requlation reaains at the conclusion of this proceedinq.7

ceIA did not specify in its initial comments the ..aunt

of benefit that an LEe should receive as relief from price cap

requlation. Under the plan, however, it is unnecessary for

the Ca.ai••ion to specify the precise amount of benefit to an

LBC in advance. The ea..is.ion should establish, of cour.e,

t:Aat the benefit, at a ainiaua, would be sufficient to

COIIpeR_te an L.c for it. unrecovered coats of participatinq

in tile plan. SUCh unrecovered co.t. could include in.ide wire

facilities &Ad iRStallation coat., the co.t of negotiatinq

aqr....Rt., and a.sociated costs. The ca.ai••ioD, however,

Mould require eacll participatinq LEe to propo.e in it.

7 cerA'. pr.....l, however, i. not 80 ri9id a. to preclude
any relief to an LaC that, for • .-.ple, wired up 99 out of
100 cl...r~ on scIladule. An LBC that lAowed good 0&\11II for
falliR9 abort of it. ca.ait_nt in a qiven annual period
ahould receive regulatory relief.

7



written su_i••ion to th. agency a benefit amount, and to

provide support for it. proposed amount.

Under thi. approach, each LEC would be able to propose an

aIIOWlt of benefit balNd on its own individual facts and

circuaatanc... Sa.e LEe., for exa~le, .ight have to expend

.are r.ltOurc•• than oth.rs to negotiate agr....nts and fulfill

their coaaiblents on .chedule. LECs may thus be able to

justify a great.r benefit, and they would be allowed to do .0
under CCIA's proposal.

3. A Participating LBC Would Propos. and Support it.
Preferred lora of 'elief Yndar CCIA'. Plan

In its initial co...nts CCIA did not specify the preci..

for-. of relief frOll price cap regulation that should be

accorded to an LEC. CCIA pointed out, as an example, that an

LBC could be relieved of the "consuaer productivity dividend"

("CPO") portion of the prevailing productivity factor.·

aow.ver, aa other partie. have noted in their initial

o~nta, the Cc:.aia.ion adeled the CPO to the baseline produc

tivity factor ..inly to heighten the hurdle LECs would have to

clear in order to achieve additional returns for their

'-'reholdera under price cap regulation in the initial

years.' The co-i_ion now baa .xperience with productivity

iaprov...nt uacler price cap regulation and aay, for that

8 CCIA C~nts at 15.

9 _ Pelicy and bl.s concernift9 ..t •• tor ooainant
Carri , ,.,..,. rurt:ber Hotica of PropoaM BulM'king, 4 PeC
aod 2873, 3223 (1989).·
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reason, choose to specify a productivity factor that does not

include an additional CPD.

Moreover, so.. parti.s have argued in their initial

ca.aent. that the Ca.aission should eliminate "sharing" and,

therefore, depreciation regulation from its price cap

.ch.... 10 The.e parties contend that the Commission should

confine price cap regulation to prices. Under these

proposals, the Co..i.sion would, in effect, eliminate rate of

return regulation.

Without knowing what form price cap regulation will take

at the conclusion of this proceeding, CCIA is unable t.o

recOIIII8nd a particUlar fora of price cap regulatory relief for

LEes under its plan. However, the merit. of CCIA's plan do

not depend on a particular fora of relief. The plan simply

require. relief for LECs from federal price cap regulation in

sa.e fora that is sufficient to provide a benefit to an LEe

co_an.urate with the benefit it confers through wiring up the

public .chool classroca. and libraries in its .ervice

t.erritory.

AccordiRgly, OCIA's plan cont-.plat.. that. an LEe would

prepoae not. only t.be aaount of the benefit it. should receive,

IN,t a1ao the fora of that benefit, in its fontal writ.ten

.ubaiaaion to the PCC. At that. ti.. , an LEe will be in a

posit.ion t.o propose relief on the basis of any revisions t.o

basic price cap regulation the C~i••ion ..y adopt in this

10 .- a....8.L Co_e.t.s. of the URited stat... Telephone
Aaaociation (·USTA·), AttaclYlent 1 at 5.

9



prooeMiDg. '1'ba LaC would be obligated to provide rea.oned

aupport for both the aaount and fona of the benefit it

propo.... Unl... the ca.ai••ion had rea.on to que.tion the

fora of relief proposed, the LEe would receive relief in the

fO:r:Jl it prefer••

An IJK: would al.e have an obligation to deJlOnstrate that

'the particular fO:r:Jl of relief it proposed equated. to the

..OWlt ot: benefit it proposed. The co_ission would thus

receive sufficient inforaation to a.sure that a participating

LIe would not acquire, by ..ans of the form of relief frca

price cap regulation that it proposed, more or less than the

benefit the LEe had justified. 11

B. Deregulation of Depreciation Rate. As a
".ic PriOl CAP Bagulatory Policy Betora

While CClA's price cap policy option would pr01lOte wirinq

up public .chool. and .librarie. , the basic price cap

rtMf\llatory sell... .u.t _rve to sti:aulate LEe inves~nt in

advanced. local network tecbnology that can be effectively u8ed

not only by the education sector, but alao oUler sect:ora of

tIM 8COftGIIY that rely on cOllpUters and teleca.-micatiOll.

faciliti_. UftA, aaoNJ others, has arquecl that the

11 _ ...le, it taae fora of relief were a reduction in the
• 1'1..• oI:»liption, tIM LBC would equate the .-ount of ita....'i_ to tM _ allCMlftt of revemae it would ~rwi_ be
retUired to vive to its interexchange carrier cuata.ers.

10



depreciation regulation from the price cap regulatory

sch.... 12 However, even if the Co_ission is not inclined

to eliainate "sharing" at this time, there are good reasons to

deregulate LEC depreciation rates.

As CCIA pointed out in its initial co...nts, depreciation

regulation is far froaan exact science and the co.-ission is

no longer regulating a aonoPOly LEC industry. Under

conditions of aonopoly and restricted entry, it aay be

po8sible to delay deployaent of new technology until older

technology is fully depreciated according to the" "life" for

that equipaent .atablished by regulators. coapetitive forces,

however, now bring new technology to the market acre rapidly

and render old technology aconoaically obsolete, reqardless of

the "life" for that equip.ent determined by regulation. The

Caamission can neither accurately predict nor establish the

ti.. of econaaic Obaole.cence under competitive condition••

In addition, depreciation regulation produces fal..

results under a price cap regulation sch... that includes

• ....ri.... " An LEC that wants to accelerate depreciation on

exi.ting plant ..y be prevented froa doing so by PeC

raeJ\ll.tion. In suen c.... , the LEC'. depreciation expena.

and, theretor., it. total expen.e. are artificially lowered

tor regulatory purposes. As a result, the rate of return on

investaent for requlatory purpos.. is higher and ..y reach a

level that requires "sharing" solely becau.e of regulation of

an LBC's depreciation rate••

12 ... C~nt. of UBTA, Attachaent 1 at 5.

11



Moreover, an LEe that accelerate. depreciation reduce.

it. inv..t ..nt ba.e and, therefore, all other thinq. being

equal, create. a hiqher rate of return that ..y be sUbject to

·lIbarinq." In order to avoid "sharinq," an LEC would have to

incr••_ its invest..nt base. Thus, accelerated depreciation

in a ·sharing" environaent would promote .are LEC inve.t..nt

in network plant, including the advanced network technoloqies

necea_ry to build out the IfII.

To the extent that ".harinq" now occurs solely because of

depreciation rate regulation, an LEC is forced, in effect, to

transfer revenue. to interexchanqe carrier customers that the

LEe could otherwise retain for reinvestaent in advanced local

network technoloqy. Thus, depreciation regulation lUy hinder

LEe effort. to build the local pieces of the NIl. FCC policy

should now be desiqned to promote effectively rather than

possibly hinder LEC efforts to build the NII.!3

13 Altl'teu9h .tate ~i_iOlW are not obli.,ated to cantora to
Pee .....eci.tiOll policy tor LKII under current law, an pec
initiative to accelerate depreciation aay well induce ..ny
.cate ca..is.iORS to take siailar action. in support of the
lIII.

12



III. CQlfCLUSIOH

With the clarifications stated herein, CCIA urges the

ca.aission to adopt the proposed option for price cap

regulation outlined in CCIA's initial co...nts in this

prooeecling. That plan will serve the national interest by

providing reasonable incentives to LECs to wire up the

Nation's public schools and libraries for advanced

telecoaaunications , and thereby lay the foundation for

i~rov...nts in education that will benefit the entire

economy. ceIA further urges the Co_ission, Whether or not it

eliminates ·sharing,· to' promote accelerated depreciation of

old LEC network plant technology in order to stimulate LEe

invesa.ent in advanced network technology.
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